ABSTRACT
INTRODUCTION
ilver City is a city in the western United States that at one time was a boom town during the gold rush period. It had a population in excess of 100,000 in the 1860s and its current population has grown to over 300,000. Parts of the old central downtown area of the city have become depopulated and are in run down condition. The city has started a series of redevelopment projects in its effort to attract more people to live and work in the downtown community. One of the projects is the construction of a Silver Spurs Sports Facility. The city has put out a Request for Proposal (RFP) for the construction, operation and ownership of this sports facility. The city currently owns the land that the Silver Spurs Sports Facility will be built on but will donate the land to the winner of the proposal. The RFP was announced in April 2009. The evaluation process will commence on June 30, 2009 and the winning bid will be announced on September 1, 2009. Construction is expected to start October 1, 2009.
The RFP has resulted in the submission of several proposals by companies with a range of ownership structures. The submissions include bidders from publicly traded corporations who have created Limited Liability Company ("LLC") subsidiaries; joint ventures and other ownership structures. Other submissions come from newly created LLCs composed of a combination of individual investors, partnerships, trusts and LLCs. All the proposers submitted financial information with a year end of December 31, 2008.
The City Council of Silver City selected a group of five senior government officials to be the Sports Facility Review Board (SFRB) ("Board"). The Board will decide on the winning proposal. In addition, the Council decided to hire a group of experts to provide advice to the Board based on their expertise in the areas of financial analysis, economic development, human resources, strategic and operational business plans, and sports complex design. You have been hired to provide the advice in the area of financial analysis.
An area of major concern to the Board is their lack of understanding of corporate financial information. Given the current weak economy, the Board wants assurance that the winner of the proposal has the financial capability to construct the project and the ability to operate the property for an extended period once it has been opened. The city has hired you to evaluate the financial suitability and stability of each of the applicants that have submitted RFPs.
S

EVALUATION OF AN ENTITY FOR FINANCIAL SUITABILITY
The first applicant that has been referred to you for review is Top Hill Investments, LLC. The Board has provided you with the financial data provided in Appendix A that represents the financial information provided by the Top Hill Investment group. This information and the information below has been provided by Top Hill Investments' company president, John Burch.
Top Hill Investments is a newly formed entity created solely for the Silver Spurs Sports Facility RFP. The joint venture intends to build, own and manage the facility if awarded the bid. The owners are ABC2 Corporation and Silver Nugget, LLC. As shown in Figure 1 , ABC2 and Silver Nugget are each 50% owners of Top Hill Investments.
ABC2 is a wholly-owned subsidiary of ABC Corporation, a publicly-traded corporation (Nasdaq: ABC) and the owner/operator of the Stockton City Sports Arena in California. ABC2 has been created by ABC solely as a subsidiary to establish Top Hill. It does not have any significant assets or liabilities. ABC has provided its historic financial statements for the three years ending December 31, 2008 (see Tables C1, C2 , and C3).
Silver Nugget, LLC is also a newly-formed entity, formed solely in connection with Top Hill's application for the Silver Spurs Sports Facility proposal. Silver Nugget is a jointly owned company owned by three of the principal partners of BCD Construction Company (John Burch (70%), Steven Cornwall (20%) and Charles Jacobs (10%)). BCD Construction Company is a nationally-known private development company with extensive experience in the development of leading sports complexes.
Because Silver Nugget is a newly formed entity with no historical financial information, net worth statements (Table C4 ) and summarized tax return information (Table C5 ) of all of the investors in Silver Nugget have been included in the RFP. In addition to the net worth of its owners, Silver Nugget has arranged a further $150 million undrawn line of credit (hard copy of credit agreement included) from the Burch Family II Trust. Information concerning the Burch Family II Trust is provided in Table C6 . This trust was specifically set up by Burch family members to fund certain investments projects. Thus, while trust income is generally not distributed, the trustee has the flexibility to distribute trust assets to Burch family members and to pledge funds for certain investment projects.
PROPOSED COST OF THE SILVER SPUR SPORTS FACILITY
Top Hill has provided estimated cost information on the proposed Silver Spurs Sports Facility as shown in Table C7 . The total proposed cost is estimated to be $700 million. The cost includes $180 million for highway improvements that will provide easier access to the stadium and parking. This was one of the required improvements suggested by the City in order to have a viable bid. Top Hill also submitted together with the bid a letter of intent from First West Bank which indicates the bank would be willing to extend a five year $400 million senior security loan if the owners of Top Hill Investments make an upfront $300 million equity contribution to the project. This type of arrangement between lending institution and bidder is relatively common. Top Hill must provide $300 million in cash at the signing date of the agreement with the bank. Note that in order to be considered by the Board, they would expect the bank agreement to be in place at the time when the proposal is submitted.
Sports Facility Review Board wants advice about the financial viability of this proposal. The Board is apprehensive because the proposal from Top Hill Investments is from a newly formed corporation with no financial history. They are very impressed with the design of the proposed facility and the personalities of the proposers and they feel that the $700 million cost is a reasonable estimate. They are, however, concerned about where the funds will come from for constructing and operating the sports facility. They are particularly worried about the reliability of the financial information provided by the Silver Nugget investors. They have asked you to provide them with a financial analysis that will enable them to decide whether this bid is a viable candidate for awarding the sports facility contract and to advise them on further information they should seek before finalizing their decision.
The SFRB also notes that the financials provided were for the year ending December 31, 2008. The current year (2009) has been identified as a recession year with anticipated recovery in the third quarter of 2010. They point out that the stock market has dropped considerably and that the bankers are being more restrictive about loans. After carefully evaluating all financial information provided to you, what is your advice to Board?
POTENTIAL CASE QUESTIONS
A.
Ownership Structure
Develop an overview of the different types of business entities involved in this bid. Provide a summary of the strengths and weaknesses associated with each type of business enterprise. Specifically, research the following characteristics for each of the entity involved:
 Limited liability of the entity's owner(s)  Tax treatment of the entity's earnings  Tax treatment of contributions to and distributions from the entity  Restrictions regarding who can be an owner of the entity
Remember that your presentation is to the Board who has very limited private business expertise.
B. Publicly Traded Corporations
1)
Prepare a financial statement analysis for the Board on ABC2's parent ABC. This should include both ratio and trend analysis. a) Determine the financial ratios that are relevant to determine : i. the liquidity of the companies, ii. the solvency of the companies, and iii. the profitability of the companies. b) Identify the business group that should be used to make industry comparisons and identify appropriate benchmark ratios. c) Provide an excel spreadsheet with the ratios and trends 2)
Use this information to write a report providing recommendations in terms of the ABC2's and ABC's ability to fund this project.
3)
What additional information should you seek to evaluate this type of entity? 4)
Would your answer be different if you were told that the ABC also has a $300 million revolving bank line of credit?
C. Non-Corporate and/or Non-Public Entities
1)
Identify problems that need to be addressed when dealing with the financial analysis of Silver Nugget and the net worth statements provided by its owners? 2)
Cash flow statements are required to be provided with public corporations. Is it possible to prepare equivalent cash flow information from the information provided by the Silver Nugget owners? 3)
If the Burch Family Trust contributes funding in the form of a loan, how should that funding be treated?
D. All Entities Combined
1)
Develop a table that addresses the question of what each investor needs to contribute to the project and whether they can meet their expected input with the resources currently available.
2)
Recall that the timeline of the project calls for submission of the proposals by June 30, 2009 when the evaluation process will commence. The winner will be announced by September 1 and construction is expected to start October 1 of the same year. As suggested in the text, the investors have to put guarantees in place to satisfy the Board as well as the bank. These guarantees will cover the time period from the submittal of the bid until construction starts. What nature and type of guarantee should be provided to cover this period of time? Are there any specific disclosure requirements for these guarantees? 
APPENDIX A Ownership Structure and Financial Information of Top Hill Investments, LLC
The investment proposal (RFP) for the Silver Spurs construction project is put forth by an investment entity with an ownership structure as presented in Figure 1 below. The investing company is owned by the Silver Nugget LLC, a new flow-through entity formed by three individuals: Burch, Cornwall, and Darwin. The other owner is a corporation owned by ABC Corporation, a public entity (C Corporation). Initial contribution -Silver Nugget LLC Initial contribution -ABC Corporation Total initial contributions Total asset backed loans Total funding 180,000,000 60,000,000 2,500,000 50,000,000 7,500,000 300,000,000 400,000,000 $700,000,000 $150,000,000 150,000,000 300,000,000 400,000,000 $700,000,000
Top Hill
